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KEY ECONOMIC INDICATORS 
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GNP at Current Prices 2,092. 
GNP at Constant 1972 Prices 14485 
Per Capita GNP, Current Prices $ 745. 
Investment % GNP 24. 
Personal Income 1,569. 
Indices: (1972 = 100) 
Industrial Production 143. 
Agricultural Production 141. 
Construction 249. 
Avg. Industrial Wage 15s. 
Labor Force (thousand) 1,008. 
Avg. Unemployment Rate (%) 2 
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MONEY AND PRICES 


Money Supply 
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Indices: (1972 = 100) 
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Balance of Payments and Trade 


Gold & Foreign Exch. Reserves 
External Public Debt 
Annual Debt Service 
Balance of Payments 
Balance of Trade 
Exports, FOB 
U.S. Share (%) 
Imports, FOB 
U.S. Share (%) 
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Main imports from U.S.: 1978: Machinery & Motors, 2,843 m.t. and $9.9 million; 
Cigarettes, 1,669 m.t. and $9.5 million; Vehicles 
& Transportation Equipment, 802 m.t. and $3.6 million; 
Textiles & Manufacturers, 1,331 m.t. and $2.2 million; 
Chemical & Pharmaceutical Products, 2,567 m.t. and 
$1.7 million; Agricultural Machinery, 224 m.t. and 
$1.0 million 


1/ Embassy Estimates 





SUMMARY 


Paraguay in recent years has enjoyed one of the best growth rates in 
Latin America. The bases of the current prosperity are the expansion 

of agricultural production for export and the beginning of the exploita- 
tion of the hydroelectric potential of the Parana River. The combination 
of these two factors has set off an unprecedented boom in Paraguay, a 
boom whose benefits have been fairly widely shared. Foreign exchange 
reserves will exceed $500 million this year, up from $150 million at 

the end of 1976. 


Prospects for this year, which most observers earlier expected would 
be another one of double digit real growth, now are somewhat cloudy. 
Unfavorable weather and the disruption of the internal economy because 
of petroleum shortages may reduce the rate of growth to less than five 
percent. Inflation is becoming a serious problem and could exceed 20 
percent this year. 


Another cloud on Paraguay's future is controversy over the Parana 
hydroelectric projects with Argentina. Much of the optimism over the 
long-term prosperity of the Paraguayan economy is based on further hydro- 
electric development to follow the present project at Itaipu. If the 
Yacyreta project were to be seriously delayed or still worse shelved, 
Paraguay would face serious short-term problems of readjustment and 

the basis for long-term optimism would be undermined. 


Current demand for imports is virtually across-the-board for consumer 
goods. Selected capital goods are also in demand, including construction 
equipment, agricultural processing machinery and air conditioning and 
refrigeration equipment. 
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The Paraguayan economy in recent years has been expanding at a rate 

that is among the highest in Latin America. The major impetus to economic 
expansion is the giant Itaipu hydro-electric project, being built in part- 
nership with Brazil. The traditional agricultural base of the economy is 
strong, but excessive rainfall and severe flooding will act as a damper 

on growth in 1979 and earlier forecasts of another year of better than 

ten percent real growth need to be revised. 


Agricultural Production Affected By Adverse Weather 


The severe drought of 1977-78 has ended, although it still will have 
some effects on 1979 production figures. Unfortunately the weather has 
gone to the other extreme, and instead of normal amounts of rain, the 
drought has been followed by too much rain, and many areas are heavily 
flooded. Losses of crops and animals have been heavy and the total 
extent of the disaster is not known. Cotton, Paraguay's most important 
export crop, enjoyed a production increase of about 28 percent in 1978 
despite the drought but we estimate production will be down by eight 
percent in 1979 because of crop damage due to rain. In the mid-seventies 
cotton production was doubling annually. Despite the expected decline 
in 1979, the long-term trend is still for significantly higher cotton 
production. Cotton is the principal cash crop of the small farmers in 
Paraguay and almost all cotton in the country is picked by hand. 
Paraguay's first mechanical cotton picker was imported from the United 
States only this year and we expect that increased mechanization of 

the larger farms should take place over the next few years. The soybean 
crop should increase by 15 percent in 1979 after dropping six percent 
in 1978. Sugar and tobacco production is expected to be relatively 
unchanged. Mandioca production, the chief. subsistence crop, should be 
up this year. Total agricultural production was up 6.8 pcercent in 
1978 but we expect an increase of less than half that rate this year. 
Most of the increase comes from increased acreage rather than higher 
productivity. There is still a large margin for increased agricultural 
production both through bringing additional land under cultivation 

and a more intensive use of land already being farmed. 


GNP Growth Down From 1978 


The real growth in Paraguay's Gross National Product in 1978 was 10.0 
percent as compared with 11.8 percent the previous year. This yearit 
had been expected to rise by ten percent again and the Central Bank 
of Paraguay forecast continued growth at this rate through 1983. The 
Central Bank forecast is still valid for the average rate of growth, 
but unfavorable weather and damage to crops and livestock mentioned 
above will hold down growth in 1979 below ten percent. The sector 
with the highest rate of expansion is construction not only from the 
Itaipu hydroelectric project, but also from infrastructure work and 

a boom in residential and commercial building. Significant projects 
completed in 1978 included a satellite communications station and a 
bridge connecting eastern Paraguay to the Chaco. Asuncion's new 
international air terminal, plagued by delays, may open before the 


t 





Page 5 


end of 1979. Official sectoral breakdowns of the GNP are not available, 
but public utilities, commerce and finance all are enjoying faster 

rates of growth than the national average. Agriculture and livestock 
raising, traditional mainstays of the economy, are naturally growing 
more slowly. Paraguay's cattle industry is in the midst of structural 
changes which have seen a decline in herds, significant increase in 
beef prices to the consumer and the closing of the major meat-packing 
plants which served the export market. 


Inflation Steps Up 


Mounting inflationary pressures have resulted in an accelerated rate 
of increase in consumer prices and the Government has not yet devised 
adequate measures to counter the threat of aggravated inflation. The 
government's official cost of living index, based on a working-class 
budget, reportedly rose at 10.5 percent in 1978. January - March 
figures show an increase in the cost of living of 8.1 percent, with 
the index for March 1979, 22.9 percent over the year earlier. This 
trend can only be accentuated by shortages resulting from the recent 
floods and the 61 percent increase in prices for petroleum products 
authorized by the Government in June. Present estimates are that the 
inflation rate in 1979 will be in the range of 20-30 percent. This 
is not a high rate for other countries in this part of the world, 

but it is historically high for Paraguay, whose people are accustomed 
to a modest rate of inflation. Paraguay's official rate of exchange 
against the dollar has not changed since the early 1960's. 


The money supply, fueled by the conversion of dollars earned from 
Itaipu, increased by 47 percent in 1977 and 53 percent in 1978. Since 
the guarani is tied to the dollar, weakness in the dollar increases 
Paraguay's costs for goods imported from Germany, Japan and other 
strong currency nations. Another source of imported inflation is 

the spillover of the inflation in neighboring Argentina and Brazil, 
the country's two most important trading partners. Paraguay's infla- 
tion is linked to the same factors that account for its prosperity; 
therefore, there is heavy pressure on the economic policymakers not 

to do anything that would spoil Paraguay's unprecedented good times. 
So far the response has been limited to various monetary measures 
designed to slow the increase in the money supply. These are unlikely 
to prove adequate and an expansion of the money supply of about 50 
percent is expected in 1979. The country's central budget is in 
modest surplus and government spending is not a spur to inflation. 
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Imports Outpacing Exports for 1978 and 1979 


In analyzing Paraguayan trade figures one must bear in mind the large 
amount of unrecorded trade, both imports and exports, that goes on in 
this small country. However, in dealing with the official figures 

we make the assumption that trends in figures as reported reasonably 
reflect trends in the country's overall trade. Imports have exceeded 
exports for the past five years. The gap widened in 1978 as reported 
exports actually declined while imports continued to rise. Tobacco 
was the only major export which rose. Meat exports continued in their 
major downtrend. Import restrictions in developed country markets, 
rising internal demand for beef, and the competitive disadvantage of 
Paraguayan as compared to Argentine and Uruguayan meat packers have 
combined to put Paraguay effectively out of the processed meat exporting 
business. Except for meat and lumber, Paraguay's leading exports, 
cotton, oilseeds, and vegetable oils, have good long-term outlooks. 
Paraguay needs to expand the production of these products for which 
the outlook is good and in which Paraguay enjoys a comparative advan- 
tage in international trade. To improve export earnings the country 
should also process more of its agricultural production. 


Paraguay has little manufacturing capacity and no oil production, 

so it must import all of its capital equipment and petroleum, most of 
its consumer durables and a great deal of its processed food. Because 
of the small size of the Paraguayan domestic market, there is only 
limited scope for import substitution, although Paraguay could do 

more in this direction than it has done so far. To an extent, the 
open, relatively unrestricted access to the Paraguayan market enjoyed 
by foreign products provides a safety valve for the greatly increased 
resources within the country and thereby mitigates inflation. If 

the Paraguayans were not allowed to splurge on foreign consumer items, 
the domestic inflation might be even more spectacular than it is. 

The demand for a wide variety of imported goods is very strong and 
imports will continue to boom in 1979. While continued growth in 
imports seems sure, the weather could adversely affect Paraguay's 
agricultural exports and increase the trade gap in 1979. 


Itaipu Still the Dominant Factor in the Paraguayan Economy 


The past year has seen no let-up in the pace of construction at the 
Itaipu dam site on the Parana River, between Brazil and Paraguay. 

The Brazilians who badly need Itaipu's power have kept the project 

on schedule. Itaipu, with installed capacity of 12.6 million kilowatts 
will be the world's largest dam in terms of electric generating capa- 
city, capable of producing a quarter more power than Grand Coulee. 
Providing goods and services to the project has had an enormous multi- 
plier effect upon the small Paraguayan economy. The demand for workers, 
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especially skilled workers, has exerted an upward push on wages and 
salaries throughout the country and brought unemployment to a relatively 
low level. As a result of the project, close to $200 million in foreign 
exchange entered Paraguay in 1978, mostly as payment for Paraguayan 
goods and services, partly as capital transfers. 


Paraguay is also benefiting from the construction of ancillary facilities 
for another giant hydroelectric project on the Parana River, Yacyreta, 
200 miles downstream from Itaipu between Argentina and Paraguay. The 
civil works and turbine generator contracts for Yacyreta will each 
amount to several hundred million dollars. This project is now in 

doubt because of differences with Argentina. (next section) 


A third project, Corpus, is in the planning stage between Argentina 
and Paraguay but its future is clouded by trilateral differences of 
opinion as to its impact on Itaipu and Yacyreta. A whole series 

of negotiations among Argentina, Brazil and Paraguay has been underway 
for the last year in an effort to coordinate these three projects to 
produce the largest amount of energy with the fewest disadvantages. 
Without any doubt, the most important economic policy issue facing 
Paraguay is what it should do with the vast amounts of electrical 
energy that will become available beginning in 1983. Brazil wants and 
needs all the power that Itaipu will generate and the agreement signed 
between the two countries is heavily biased toward the sale of Para- 
guay's 50% share of the electricity and against its use domestically. 


This bias in the agreement together with the lack of expertise in 
Paraguay for either formulating or evaluating plans for energy use 
make it highly likely that a preponderance of the electricity produced 
at Itaipu will be used by Brazil. 


There are, however, still pressures for developing plans to use a signi- 
ficant amount of Paraguay's share of the energy produced at Itaipu. 

The Union of Paraguayan Industries has urged the government to accele- 
rate plans for the attraction of energy-intensive industry and has 
commissioned a study of its own to make recommendations on potential 
industrial use. The study which was previously done does not offer 
much encouragement, since Paraguay lacks complementary natural resources. 
The one possible industrial use today is for a pulp and paper industry. 
The Paraguayan Director of Itaipu, in a speech to a congress on indus- 
trial development, put forth his view that Paraguay would be better off 
selling its share of the Itaipu energy to Brazil and using money so 
earned for investment in agro-industrial projects which would be labor- 
intensive rather than energy intensive and which would create jobs in 
the rural sector. This expression of view is significant because of 
the weight he has in deciding energy policy. 
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Paraguayan-Argentine Projects Embroiled in Controversy 


The Yacyreta and Corpus projects with Argentina, if they were timed 
right, could provide Paraguay with significant earnings from construction 
into the 1990's. Controversy surrounds both projects, Yacyreta because 
of differences between Paraguay and Argentina over the amount of Para- 
guayan land that will be flooded, Corpus because of differences between 
Brazil and Argentina over how to make the project compatible with the 
upstream Itaipu project. Neither of the problems is insurmountable 
given any degree of goodwill. If the problem of the reservoir at 
Yacyreta is not resolved and Argentina defers building the dam, the 
consequences for the economy of Paraguay could be serious, in terms 

of the over-extended construction firms, and in terms of employment 

for workers as the big labor-using stage ends within the next two years. 
Paraguay would also lose an important source of foreign exchange earn- 
ings. Argentina would also suffer in terms of her own energy require- 
ments and in terms of political influence foregone. 


Balance of Payments Outlook Favorable 


Thanks to Itaipu, Paraguay's balance of payments has been in significant 
surplus and foreign exchange reserves have soared. Reserves increased 
better than 67 percent in 1978 and should increase another 35 percent 

in 1979 to exceed $500 million, an amount that would cover some 17 months 
of commodity imports. Excluding Itaipu, the balance of payments is in 
deficit, reflecting the faster growth of imports than exports and 
increased interest and transportation expenses. Newly-important exports, 
such as cotton and soybeans have more than made up for declining meat 
and lumber exports, but the total has not kept pace with import expan- 
sion. Preliminary data indicate that in 1978 the current account 

showed a deficit of $165 million. The capital account, including both 
Itaipu and borrowings for other infrastructure projects, showed a 
surplus of $195 million. The overall balance of payments surplus in 
1978 was $169 million, a figure which we expect will be approximated 
this year. 


Implications for the United States 


The Paraguayan market, while small, is still an attractive one for U.S. 
business, Since it is open, basically laissez faire and increasingly 
prosperous. American products enjoy a good reputation for quality. 
Products from the United States account for about 11 percent of 
Paraguay's imports, with machinery, cigarettes and transportation 
equipment the most important. The U.S. share of imports has declined 

in the past decade, as neighboring Argentina and Brazil have capitalized 
in their location to take a larger share of the Paraguayan market. 
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More liberal export financing from these two countries has also given 
advantages to Argentine and Brazilian companies, including U.S. subsi- 
diaries and licencees operating there. 


The United States has supplied virtually all of the heavy construction 
equipment at Itaipu and further hydroelectric power development should 
provide an excellent market for continued sales of U.S. equipment. 
Unfortunately American manufacturers of turbines and generators lost 

Out on the huge Itaipu award in 1978 which went to a European consortium. 
Among the reasons cited for making the award to the European group was 
that its proposal reportedly called for a greater degree of manufacture 
within Brazil than the other proposals did. Official resentment because 
of U.S. Government championing of human rights has also been mentioned 
as a factor which counted against U.S. firms in this and other govern- 
ment awards. Perhaps even more important in givina a competitive edge 
to foreign firms is this country's legislation against illicit payments, 


Last year's Economic Trends Report mentioned agro-industries and hotels 
as areas for private investment. Since then two large U.S. hotel chains 
have indicated an interest in building in Paraguay. Assuming that the 
plans of both chains come to fruition, this would probably satisfy 

hotel needs in Asuncion for some years. The upgrading and processing 
of Paraguay's agricultural production is still a good field for invest- 
ment, as is land development. 


U.S. products are doing well in Paraguay's current boom. The decline 
of the dollar relative to the yen and major European currencies has 
made prices for U.S. goods much more attractive than they have been 
previously. There is an across-the-board demand for almost all con- 
sumer products and U.S. capital equipment is in a much better competi- 
tive position than it has been for years, even relative to goods from 
Argentina and Brazil. 


In the table on page 2 we give import-export figures based on Paraguayan 
statistics in order that the U.S. share can be compared to the total 
trade of the country. These statistics understate the amount of 
goods imported from the United States. U.S. statistics show that we 
exported about $90 million worth of goods to Paraguay in 1978, up 

77% from the year before. U.S. trade with no other country in Latin 
America showed such a large increase. As a measure of comparison, 
U.S. exports to Uruguay, a country about equal in population to 
Paraguay, but a more modernized developed society, which were 50% 
higher than exports to Paraguay in 1977 were about equal in 1978. 
There is no doubt about the current dynamism of the Paraguayan market. 
The buoyant state of the economy provides opportunities to export 

a wide variety of goods to Paraguay. The government is seeking to 
promote construction of cement, fertilizer and paper plants, all of 
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which would need equipment. A number of vegetable oi] plants are 
being planned. There is a market for large and land-clearing and 
logging equipment and for medium and heavy-duty trucks to transport 
lumber and agricultural products. Representative of the broad range 
of opportunities are cotton ginning equipment, graphic arts equipment 
and supplies, micro-computing hardware and software, poultry and dairy 
equipment, transportation equipment, woodworking equipment, radio and 
television broadcasting equipment, aviation support equipment, medical 
equipment and central and home air conditioners. 


We would repeat the caveat given above on the consequences of not 
going ahead with Yacyreta. Were Yacyreta not to be built, serious 
readjustments would be necessary in both the long and short term. 


% U. S, GOVERNMENT PRINTING OFFICE : 1979—281-058/130 








Regional Marketing Managers 


Commercial and economic information on most trading part- 
ners of the United States is available from the U.S. Depart- 
ment of Commerce. 

A Regional Marketing Manager is responsible for the areas 
listed below. Assistance or information about marketing in 
these countries may be obtained by dialing these key people 
directly: 202-377 plus the given extension. 


Area Extension 


Africa 
(except Algeria, Egypt, Libya, Morocco and 
Tunisia—see Near East Listing below) 


Area Extension 


Far East 
East Asia, Taiwan, Australia, and 
New Zealand 
Southeast Asia and Sub continent 
Japan, Korea and Hong Kong 


Latin America 
Andean and Caribbean countries 
Brazil and River Plate countries 
Mexico and Central America countries 


Canada 
Eastern Europe 


Europe 
France and Benelux Countries 
Germany and Austria 
Italy, Greece and Turkey 
Nordic Countries 


Near East 


Egypt, Iran and Israel 

Algeria, Libya, Morocco and Tunisia 

Bahrain, Iraq, Jordan, Kuwait, Lebanon, Oman, 
Peoples Democratic Republic of Yeman, Qatar, 
Saudi Arabia, Syria, United Arab Emirates, 
Yemen Arab Republic 


USSR 


Spain, Portugal, Switzerland and Yugoslavia 


United Kingdom 


People’s Republic of China 


Commerce District Offices 


Albuquerque, 87102, 505 Marquette 
Ave. NW., Rm. 1015 (505) 766-2386. 
Anchorage, 99513, P.O. Box 32, 
701 C St. (907) 271-5041. 

Atlanta, 30309, Suite 600, 1365 
Peachtree St., NE. (404) 881-7000. 
Baltimore, 21202, 415 U.S. Custom- 
house, Gay and Lombard Sts. (301) 
962-3560. 

Birmingham, 35205, Suite 200-201, 
908 S. 20th St. (205) 254~1331. 
Boston, 02116, 10th Floor, 441 
Stuart St. (617) 223-2312. 

Buffalo, 14202, 1312 Federal Bldg., 
111 W. Huron St. (716) 846-4191. 
Charleston, W. Va., 25301, 3000 New 
Federal Office Bldg., 500 Quarrier 
St. (304) 343-6181, Ext. 375. 
Cheyenne, 82001, 6022 O’Mahoney 
Federal Center, 2120 Capitol Ave. 
(307) 778-2220, Ext. 2151. 

Chicago, 60603, Room 1406, Mid- 
Continental Plaza Bldg., 55 E. Mon- 
roe St. (312) 353-4450. 

Cincinnati, 45202, 10504 Fed. Bldg., 
550 Main St. (513) 684-2944, 
Cleveland, 44114, Room 600, 666 
Euclid Ave. (216) 522-4750. 
Columbia, S.C., 29204, Forest Center, 
2611 Forest Dr. (803) 765-5354. 
Dallas, 75242, Room 7A5, 1100 
Commerce St. (214) 749-1515. 
Denver, 80202, Room 165, New Cus- 
tom House, 19th and Stout Sts. (303) 
837-3246. 


Des Moines, 50309, 817 Federal 
Bidg., 210 Walnut St. (515) 284-4222. 
Detroit, 48226, 445 Federal Bldg., 
231 W. Lafayette (313) 226-3650. 
Greensboro, N.C., 27402, 203 Fed- 
eral Bldg., W. Market St., P.O. Box 
1950. (919) 378-5345. 

Hartford, 06103, Room 610-B, Fed. 
Bldg., 450 Main St. (203) 244-3530. 
Honolulu, 96850, 4106 Federal Bldg., 
300 Ala Moana Blvd., P.O. Box 
50026 (808) 546-8694. 

Houston, 77002, 2625 Federal Bidg., 
515 Rusk Ave. (713) 226-4231. 
Indianapolis, 46204, 357 U.S. Court- 
House & Federal Office Bldg., 46 E. 
Ohio St. (317) 269-6214. 

Los Angeles, 90049, Rm. 800, 11777 
San Vicente Blvd. (213) 824-7591. 
Memphis, 38103, Room 710, 147 
Jefferson Ave. (901) 521-3213. 
Miami, 33130, Rm. 821, City Na- 
tional Bank Bldg., 25 W. Flagler St. 
(305) 350-5267. 

Milwaukee, 53202, 605 Federal Of- 
fice Bldg., 517 E. Wisconsin Ave. 
(414) 291-3473. 

Minneapolis, 55401, 218 Federal 
Bidg., 110 S. 4th St. (612) 725-2133. 
New Orleans, 70130, Room 432, In- 
ternational Trade Mart, 2 Canal St. 
(504) 589-6546. 

New York, 10007, 37th Floor, Fed- 
eral Office Bldg., 26 Federal Plaza, 
Foley Sq. (212) 264-0634. 


Newark, 07102, Gateway Bldg. (4th 
floor) Market St. & Penn Plaza 
(201) 645-6214, 


Omaha, 68102, 1815 Capitol Ave., 
Suite 703A (402) 221-3665. 


Philadelphia, 19106, 9448 Federal 
Bldg., 600 Arch St. (215) 597-2850. 


Phoenix, 85073, 2950 Valley Bank 
Center, 201 N. Central Ave. (602) 
261-3285. 


Pittsburgh, 15222, 2002 Fed. Bidg., 
1000 Liberty Ave. (412) 644-2850. 


Portland, Ore., 97204, Room 618, 
1220 S.W. 3rd Ave. (503) 221-3001. 


Reno, Nev., 89503, 777 W. 2nd St., 
Room 120. (702) 784-5203. 


Richmond, 23240, 8010 Federal Bldg., 
400 N. 8th St. (804) 782-2246. 


St. Louis, 63105, 120 S. Central Ave. 
(314) 425-3302. 


Salt Lake City, 84138, 1203 Federal 
Bldg., 125 S. State St. (801) 524-5116. 


San Francisco, 94102, Federal Bldg., 
Box 36013, 450 Golden Gate Ave., 
(415) 556-5860. 


San Juan, P.R., 00918, Room 659, 
Federal Bidg., Chardon Ave. (809) 
753-4555. 

Savannah, 31402, 222 U.S. Court- 
house, P.O. Box 9746, 125-29 Bull 
St. (912) 232-4321, Ext. 204. 


Seattle, 98109, 706 Lake Union 
Bidg., 1700 Westlake Ave. North (206) 
442-5615. 
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